INTRODUCTION 3
Untll the eighties Japan was malnly concerned with high economie growth promoted by considerable exports to the United States and Western Europe. The Japanese companies and financial instltutlons could finance the required investments from the voluminous household savings and could also accumulate substantial reserves. These reserves enabled Japanese companies to extend strongly their direct foreign investments during the eighties. Furthermore, after the rise of Japanese industry, the second half of the eighties were characterized by the advance of Japanese banking and securities business. The financial instltutlons were prlmarily focused on domestic developments, but during the recent years they became more consclous of their dominance in the global financial system. Heasured by the size of assets, no less than nine of the ten biggest banks in the world are Japanese-1 -). Furthermore, the big four Japanese securities companies all belong to the world top 10. Moreover, the monetary policy by the Bank of Japan increasingly affects the international monetary system.
On the one side the domestic credit expansion in Japan influences the global money supply, on the other side Japanese exchange and money market management plays a prominent part in the process of international monetary coordination within the Group of Seven (67).
In this article we will discuss the evolution of the financial system in Japan and lts consequences for the monetary policy implemented by the Bank of Japan. Firstly, the Japanese financial instltutlons and markets are set out with emphasls on deposltory instltutlons and on interbank and open money markets because of their relevance for monetary policy.
Secondly, we describe the progress of financial Innovation and liberalization in Japan which took off in the late seventies and early eighties. The implicit interest rate regulation was an informal instrument of the Bank of Japan to regulate interbank interest rates. The interbank interest rates were fixed after close consultations between the Bank of Japan, the Tanshi institutions (money market dealers whlch are according to Suzuki (1987) active as specialized transaction intermediaries in the short-term money markets) and the Sanmeikai, the representatlve body of the city banks. The Bank of Japan did have a great influence in these consultations, so that the interbank interest rates could be fixed according to the pollcy objectives of the Bank.
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